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KEY ECONOMIC INDICATORS: ETHIOPIA - May, 1971 





All values in million U.S. $ Exchange rate as of Jan. 1, 1972 

(converted to new exchange rate) U.S. $1.00 = Eth, $2.28 

A B c D E 
% Change % Average 
Item 1968 1969 1970 (1970/69) Growth Rate 

INCOME, PRODUCTION* 
GNP at Current Prices 1,674 1,785 1,906 +68 46.7 
GNP at Constant (1969) Prices 1,697 1,785 NA NA NA 
Per Capita GNP, Current Prices 69 72 75 +42 +4,2 
Gross Fixed Invest. Incl. In Kind 

(Current Prices) 214 22k 232 +3.6 +4,1 
Electric Power Production (Mil Kwh) 360 384 Wid +8.1 +704 
Coffee Exports (1,000 Mt) 80 88 71 -19.4 =5.8 
Val. Bldg. Permits Issued Addis Ababa 9 12 15 +25 +29 
Indices: (1965 = 100) 

Industrial Production (Current Value) 208 235 (est.) NA NA NA 


MONEY AND PRICES (At End of Year) 
Money Supply (Currency plus demand 


deposits ) 168 189 188 -0.5 +528 
Public Debt Outstanding 231.1 260.9 271.0 +349 +83 
External Debt 178.3 194.4 206.5 +62 +726 
External Debt Service Ratio 10.3% 11.4% 12.5% 9.6 10.1 
Lending Rates (Commercial Bank) 7-10% 8-10% 8-10% oO 0 
Indices: (1963 = 100) 
Retail Prices (Addis Ababa) (Total 
excl. rent) 128 130 143 +10.0 +567 
Retail Prices (Addis Ababa) (Food) 132 135 156 +15.6 +8.7 
BALANCE OF PAYMENTS AND TRADE 
Gold & For. Exch. Reserves 74.8 79 -Gic2 -23,.3 -9.6 
Bal. of Payments (On goods & serv.) -47 -22 -43 95.0 a4 i 
Bal. of Trade -69 -38 -53 +395 -12.4 
Exports, FOB 121 132 135 +2.3 +56 
U.S. Share 4g 55 66 +18,2 +15,.2 
Imports, CIF 190 170 188 +10.6 -0.5 
U.S. Share 35 17 16 -6 -32 


Main Imports from U.S.: Industrial & Other Machinery - $5 mil, Farm Machinery - 
$0.7 mil, Tractors and Other Vehicles - $3.1 mil, Aircraft - 
$1.5 mil, Foodstuff - $0.8 mil, Pharmaceutical Products - 
$0.6 mil. 

Main Exports to U.S.: Coffee - $61.4 mil, Oil Seeds - $0.9 mil, Hides & Skins - 

$0.8 mil, Essential Oils - $0.6 mil, 
Footnotes: *No statistics on wages and employment available, 
Sources: IEG Central Statistical Office, AID Economic Data Book, National Bank 
of Ethiopia, IMF and IBRD Reports. 
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SUMMARY 


The upturn in the commercial sector which resulted from the sharp increase 
in coffee prices in 1970 to a high of 53¢ per pound has now played itself 
out following a return to 37¢ - 40¢ coffee prices in the period from the 
end of 1970 to January 1972. 


A further important effect on the economy was registered through the 
decision of the Government not to devalue the Ethiopian dollar along with 
the U.S. dollar on December 21, 1971. Since Ethiopian coffee prices are 
fixed by the International Coffee Organization in terms of U.S. dollars, 
Ethiopian exporters will now receive about 84% less for coffee than they 
did previously. 


Owing to the above events and to the long-term deleterious effects of 
Suez Canal closure, both Government planning experts and businessmen 
agree that the Ethiopian economy is not now generally in a "boom." The 
effects of lower coffee prices and the IEG decision not to devalue may 
also result in a decline in GDP growth from the 3 to 4% growth rate at 
constant prices estimated for the 1969-70 Financial Year. 


Despite the present softness of the economy, new opportunities exist for 
U.S. exporters owing to the advantage which U.S. products now enjoy in 
comparison with those from Ethiopia's major suppliers, following U.S. 
devaluation. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Ethiopian Growth Prospects 


Although the long-term prospects for growth in Ethiopia are good, based on the 
country's vast agricultural potential, immediate growth prospects have been 
dampened by the return to lower coffee prices (between 37 - 40¢ per pound) 
following the boom year of 1970 during which coffee prices rose to a high of 
53¢ owing to the poor crop in Brazil. Spending power which accumulated from 
high prices for coffee exports during 1970 appears now to have been depleted, 
and there is now a relative lack of liquidity in the economy which has been 
felt particularly in the consumer goods sector. The large crop predicted from 
Brazil during the current coffee year and the resulting prospects for an 
equilibrium of supply and demand on world markets promise no substantial 
strengthening of prices for Ethiopian coffee from their present levels, in 
the medium tern. 


Since prices for Ethiopian coffee are controlled by the International Coffee 
Organization in terms of U. S. dollars, Ethiopia's decision not to devalue with 
the U. S. dollar in December 1971 automatically resulted in a decrease of about 
8 1/2% in the Ethiopian price received for coffee. Lower prices which coffee 
growers will receive in the interior will have a depressive effect on the 
economy. Although more coffee was shipped in the last quarter of 1971 than 
usual in anticipation of resumption of the U. S. dock strike, the prospects 

are for low exports in the first quarter of 1972 due to high U. S. inventories 
and also to the lower coffee prices now offered to the brokers who bought stocks 
at prices prevailing before U. S. devaluation. Institution of the auction system, 
scheduled for early January to upgrade Ethiopian export coffee has been delayed 
owing to the present disruption of the coffee market. 


U. S. and Other Foreign Investment 


With the exception of one venture in meat processing for export and another in 
collection of gum arabic for export, little new U. S. investment has taken place 
in Ethiopia during the past year. There appears to have been a general lag in 
all private foreign investment which, under the terms of the third Five-Year 
Plan, was to have been a mainstay of Ethiopian Economic Development. 


Little progress was registered in improvement of the investment climate since 
issuance of the Embassy's last Economic Trends Report in June 1971. Several 
drafts of a proposed new Investment Code continue however to be under consider- 
ation in the Ministry of Commerce, Industry and Tourism. It is problematical 
as to when an improved Investment Code will be presented for consideration by 
Parliament; whether such a draft would constitute a marked improvement over the 
Code promulgated in 1966 is also not clear. No further steps appear to have 
been taken towards the establishment of an Investment Promotion Center. In 

any event, potential U. S. investors should continue to consider carefully all 
aspects of possible investments and be prepared for a lengthy negotiation/ 
implementation period. 








Tempo of Petroleum and Mineral Exploration Increases 


Petroleum exploration activity in Ethiopia came to a halt in 1969 with the 
withdrawal of American oil companies from concessions in Ethiopi's Red Sea 

area after years of unsuccessful drilling. The Tenneco Oil Company has now, 
however, started full-scale exploration activities in the southwestern Ogaden 
region of Ethiopia in an area which appears geographically similar to the oil 
bearing regions of Saudi Arabia. During 1972 Tenneco plans to drill four 
exploratory wells at an expense of several million dollars. Should oil be 

found in exploitable quantities during Tenneco's Ogaden explorations, this 

would provide an economic windfall which, properly used by Ethiopia could 

hasten its economic development. Another important mineral exploration activity 
which will come to fruition in the next year or two is that of Nippon Mining for 
copper ore in the Asmara area of northern Ethiopia. Nippon's exploration has 
reportedly already proved sufficient copper reserves in the area to start actual 
mining operations probably in 1972. Nippon will also build at least one plant 
for concentration of copper ore prior to export to Japan. 


Although the Danakil depression in the coastal area of northwestern Ethiopia 
contains potash reserves, no further progress has been made to date for the 
exploitation of these reserves owing to the continued world oversupply of this 
mineral. The possibilities for sale of potash to Far Eastern markets are being 
explored. Further mineral surveys with assistance from foreign donors will be 
undertaken during the coming year. 


Land Reform and Administration Measures Still Under Consideration 
As a means of increasing incentives for peasant production and consequently 
increasing overall agricultural production, land administration and reform 

has been under consideration by the Government for several years. Among the 
measures eventually to be presented in legislative form for consideration by 
Parliament will be the survey of public and private land for settlement purposes 
and limitation on rent paid to landlords by tenant farmers. Owing to the 
complications inherent in these measures, there have been delays in deciding 
upon optimum legislation proposals. However, the new leadership of the Ministry 
of Land Reform and Administration is working strenuously on the development of 
satisfactory legislation which could be presented to Parliament during the 
coming year. Such legislation could signal a shift in traditional farming 
methods and lead to the fuller exploitation of Ethiopia's great agricultural 
potential. 


Urban Cost of Living Declines 


Despite the large increase in population in Addis Ababa, estimated as high 
as eight percent per annum, and the still poorly developed marketing system 
for agricultural products to feed the capital's present estimated population 





of over 800,000, the retail price index for Addis Ababa dropped sharply during 
the second half of 1971. This important decrease in the key price index for 
Ethiopia was led by food prices which declined from an all time high of 168.8 

in May 1971 (1963 - 100) to 141.6 in December. The general price index declined 
from 151.0 in May to 136 in December, about seven points lower than the level in 
December 1970 and only slightly higher than the figure for the end of 1969. 
Although improved crops compared with the poor harvest year of 1970 are no doubt 
responsible for part of the decline in the cost of living, massive wheat imports, 
totaling over 40,000 tons during 1971 were probably the principal factor in 
reducing food prices during the year. Until results are achieved from the several 
agricultural projects now being implemented or under consideration by the 
Ethiopian Government with U.S., IBRD and other foreign assistance, wheat imports 
will probably have to be maintained at a high level to keep living costs down 
and prevent social unrest. 


Heightened Japanese Interest in Provision of Trade and Technical Assistance 


As part of Japan's overall increasing interest in Africa as a mar-et for Japanese 
goods and as a squrce of raw materials, Japanese interest in Ethiopia has shown 

a marked increase during the last year. TheJapanese share of the import market 
has increased and Japan is now the number two supplier to Ethiopia, having sup- 
planted West Germany in this position. (Italy remains:the number one supplier 

of Ethiopian imports by a considerable margin.) Japanese imports from Ethiopia 
also rose slightly in 1970, although they still only equal about one-quarter of 
Japanese exports. In addition to an increase in its immediate trading interests, 
Japan is also laying the long term basis for a stronger commercial position in 
Ethiopia through provision of significant numbers of technical experts, including 
Japanese "Peace Corps Volunteers" and credits of U.S.$11 million (which may be 
untied) for improvement of seaports and airports, and for development of water 
resources. 


IMPLICATIONS FOR THE UNITED STATES 


Increased Opportunities for U. S. Exports Following Devaluation 


Despite the effects on the economy stemming from lower revenues from coffee, 
there will be new opportunities in the Ethiopian market as a result of U. S. 
devaluation and Ethiopia's decision not to follow suit. U. S. products theo- 
retically now become 8.6 percent cheaper on the Ethiopian market. In addition, 
of course, the exports of two of Ethiopia's principal suppliers, Japan and West 
Germany, have become relatively more expensive owing to revaluation upward of 
the currencies of those two countries. U:. S. firms should, therefore, investi- 
gate thoroughly the new export possibilities opened up by these favorable changes 
in currency relationships. They should also be aware, however, of the increased 
efforts now being made by Japanese exporters, efforts which could grow even more 
intense to offset their disadvantage from the revalued yen. 











Market for Chemical Fertilizers to Increase Sharply in Coming Years 


From the Embassy's preliminary investigations following devaluation of the 

U. S. dollar, the market for chemical fertilizers and other agricultural 
chemicals appears particularly favorable. Only very small quantities of 
chemical fertilizers were imported into Ethiopia in the past--some three 
thousand tons in 1968. During 1971, however, as a result of a major policy 
decision by the Agricultural and Industrial Development Bank of Ethiopia, some 
twenty thousand tons of fertilizer were imported. The use of chemical ferti- 
lizers is now projected to double yearly. As farmers become acquainted with 
the dramatic crop increases associated with use of fertilizer, markets for other 
agricultural products associated with more intensive farming will, of course, 
also open up. 


Increased Interest in Tourism to Present New Opportunities for U. S. Sales 
and Investment 


The building up of an adequate infrastructure for development of tourism in the 
provinces of Ethiopia, especially along the Historic Route, has been delayed 
for several years owing to the failure of private efforts at hotel construction 
and lack of a clear government policy in support of such activity. The 

Arthur D. Little study on tourism completed in 1969 and the World Bank survey 
of civil.air-land transport-tourism links, to be issued in final form early in 
1972, clearly point out the need for the urgent construction of provincial 
tourist hotels, improved provincial airports and new secondary roads in the 
provinces. Development of these new facilities over the next several years will 
present opportunities to U. S. firms in the several activities to be undertaken. 


Meat and Livestock Sector Still Offers Attractive Investment Opportunities in 
Medium Term 


Ethiopia's estimated cattle population of perhaps 30 million remains a largely 
undeveloped national resource. One U. S. firm has during the past year successfully 
started a slaughtering and frozen beef operation. As efforts toward the eradi- 
cation of rinderpest and other cattle diseases in Ethiopia progress and as feeder 
roads and other facilities are built enabling cattle to be brought to market more 
efficiently, Ethiopia's potential as a major supplier of meat for the world market 
could be realized. The opportunities for U. S. firms in the supply of freezing, 
canning, slaughtering, and other meat processes in connection with these 
developments will be significant. 


